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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Members
Ross Sinclaire &. Associates, LLC
Cmcmnati Ohio

We have-audited the accompanying statement of financial condition of Ross, Sinclaire & Associates, LLC
as of December 31, 2016, and the related notes to the financial statements. This financial statement is
the responslbllrty of Ross, Sindlaire & Associates, LLC's managerment. Our responsibility is to-express an
apiniion-on this financial statement-based-on our-audit.

We conducted.our audit in accordance with the:standards of the Public Coripany: Accounting Oversight
Board (Umted States). THose standards requiré that we plan and perform the audit'to-obtain reasonable
‘assurance. about whether the statemment of financial condition is free of material misstatement. An audit
includes examining, on 3 test basis, evidence supporting the amounts and disclosures in the statement of
Afinancial position. An audit also includes assessing-the-accounting principles-used and significant
‘estimates made by management, as well as evaluating the overall stalement of financial position
-presentation. We believe that-our audit provides a reasonable basis for-our opinion,

In our opinion, the statemerit-of financial condition referred to above presents fairly, in all material
respects, the finantial position of Ross, Sinclaire & Associates; LLC as of December 31, 2016:in
accordance with accountmg prmciples generally accepted in the, Umted ‘States of America.

‘Ciniinnati, Ohio.
February 28,2017

one ezstfoutth sifeel, ste; 1200
cincinnati, olr46202

sevpeicsheocoay
n. 513241311
f5130a1 2242

cincinnai | cieveland | columbus |:miami valley | noribern kentueky | sptingfield | {cledo-
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ROSS, SINCLAIRE & ASSOCIATES, LLC

STATEMENT OF FINANCIAL CONBITION

AS OF DECEMBER 31, 2016
ASSETS
CASH $ 618,755
DEPOSITS WITH CLEARING BROKER AND OTHERS 100,000
NOTES RECEIVABLE - Net of allowance of $300,000 289,744
RECEIVABLE FROM RELATED PARTIES - Net of allowance of $1,225,000 976,735
SECURITIES OWNED AT FAIR VALUE 54,216,463
FURNITURE, EQUIPMENT, SOFTWARE, AND LEASEHOLD

IMPROVEMENTS — Net 175,709
GOODWILL — Net 62,777
OTHER ASSETS 932,215
TOTAL ASSETS $ 57,372,398

LIABILITIES AND MEMBERS’ EQUITY

PAYABLE TO CLEARING BROKER 45,654,316
NOTE PAYABLE 525,000
ACCOUNTS PAYABLE, ACCRUED EXPENSES, AND e
OTHER LIABILITIES 3,101,934
TOTAL LIABILITIES 49,281,250
MEMBERS® EQUITY: |
Additional paid-in.capital 9,393,183
Note receivable from members (1,302,035
8,091,148

Total members’ equity

TOTAL LIABILITIES AND MEMBERS' EQUITY $ 57,372,398

See notes to financial statement,



ROSS, SINCLAIRE & ASSOCIATES, LL.C

NOTES TO FINANCIAL STATEMENT
DECEMBER 31, 2016

20

CORPORATE STRUCTURE

Ross, Sinclaire & Associates, LLC (the “Company™) is a broker-dealer registered with the U'S.
Securities & Exchange Commission (SEC)and is a member of the Financial Industry Regulatory
Authority, Inc. (FINRA). The Company clears all transactions on a fully-disclosed basis through its
clearing broker. The Company is an Oliio limited liability corporation (LLC). Ross, Sinclaire &
Associates, Inc. (RSAT) owns 89.5% of the Company. Two individual members own the remaining
10:5% of the Company, The Company accepted a note from each of the minority members in exchange
for their ownership share. '

In its capacity as a broker-dealer, the Company executes principal transactions, agency transactions and
performs underwriting, financial advisory, and investment banking services. The Company conducts

business with other broker-dealers on behalf of its customers and for its own proprietary accounts. The
Company’s customers are primarily located throughout the midwestern and southeastern United States.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Basis of Accounting — The accompanying financial statements are presented on the accrual basis of
accounting following accounting principles generally-accepted:in-the United States of America
(“generally accepted accounting principles”).

Use of Estimates — The preparation of financial statements in conformity with generally accepted
accounting principles requires management to make estimates-and assumptions that affect the reported
amounts of assets and liabilities and.disclosure of contingent assets and liabilifies at the date of the
financial. Actual results may differ from those estimates.

Cash — Cash consists of demand deposit accounts with depository institutions that, at times; may
exceed federally insured limits. The Company has not experienced any losses in these accounts and does
not believe it is exposed to any significant credit risk.

Depreciation — Depreciation is provided on a straight-line basis for furniture, equipment, software, and
leasehold improvements over the estimated useful lives of the related assets (ranging from 3 to
10 years).

Securities Transactions — Securities owned and securities sold, not yet purchased, are recorded at fair

market value on a trade-date basis. The resulting unrealized. gains.and losses are included as Mark to
.market in revenues in the accompanying Statement of Operations. Trading gains and losses are recorded

using the average cost method.

Taxes —Non-income taxes, such as revenue and property taxes, are accrued by the Company and
recorded within Accounts payable, accrued expenses, and other liabilities in the accompanying
Statement of Financial Condition.

The Company also applies the guidance under ASC Topic 740, Income Taxes (*ASC 740”). Under these

provisions, the Company evaluates uncertain tax positions by reviewing against applicable tax law all
positions taken by the Company with respect to tax years for which the statute of limitations is still open
(2013 - 2015). ASC 740 provides that a tax benefit from an uncertain tax position -may be recognized



ROSS, SINCLAIRE & ASSOCIATES, LLC

NOTES TO FINANCIAL STATEMENT
DECEMBER 31, 2016

when it is more likely than not that the position will be sustained upon examination, including.
resolutions of any related appeals or litigation processes, based on the technical merits. The Company:
does not have a liability for uncertain tax positions as of December 31, 2016.

FURNITURE, EQUIPMENT, SOFTWARE, AND LEASEHOLD IMPROVEMENTS

Furniture, equipment, software,-and leasehold improvements at December 31, 20 16 consist of the
following:

Furniture and equipment § 906,765
Leaschold improvements 109,017
Total 1,087,434
Less accumulatéd depreciation and amortization. (911,725)
Fumiture, equipment, software, and leasehold
improvements — net $ 175,709
NET CAPITAL REQUIREMENTS

Pursuant to the net capital provisions of Rule 15¢3-I under the Securities Exchange Act of 1934, the

Company is required to maintain minimum nef capital, as defined under such provisions. Net capital and

the related ratio of net capital to aggregate indebtedness may fluctuate-on a daily basis. At December 31,

2016, the Company’s net capital of $2,606,084 exceeded its required net capital of $250,000 by

$2,356,084. The Company’s ratio of aggregate indebtedness to adjusted net capital at December 31,
2016-was-1.3917 to 1, as compared to a maximum allowable ratio of 15to 1.

The Company has entered into an agreement with its clearing broker that allows the Company to include

its proprietary assets as.allowable assets in its.net capxtal computation. This agreement conforms to the

requirements related to the capital treatment of assets in the proprietary account of an introducing broker

(PAIBYand to permit the Company to use its. assets held by.or on deposit with its clearing broker in its

capital computations.

RELATED-PARTY TRANSACTIONS

Reccivables from related parties aggregating $2,201,735 were due from the members of the Company,
entities owned by the members-of the Company, former employees and employees of the Company at
December 31, 2016,

An allowance for doubtful accounts of $1,225,000 has been recorded as of December 31, 2016 related to

these‘receivables.

During 2012 the Company issued a $1,000,000 note payable related to the purchase of the membership
interest of a minority member. The note payable bears interest at the prime interest rate of the



ROSS, SINCLAIRE & ASSOCIATES, LLC

NOTES TO FINANCIAL STATEMENT
DECEMBER 31, 2016

Company’s primary bank and has a term of 10 years with annual principal payments totaling $100,000.
The note payable balance at December 31, 2016 is $525,000 and.is secured by the assets of the
Company.

The Company has a note receivable from two of its partners totaling $1,302,035 issued in exchange for
their ownership share of the Company, which is reflected in the Equity section of the Statement of
Financial Condition.

6. FINANCIAL INSTRUMENTS WITH OFF-BALANCE SHEET RISK

The Company clears all customer transactions through a clearing broker on a fully disclosed basis. The
Company’s exposure to credit risk associated with nonperformance of its customers in fulfilling their
contractual obligations pursuant to securities transactions can be directly impacted by volatile trading
markets which may impair the customer’s ability to satisfy their obligations to the Company. The
Cbmpany,’throug‘h'its clearing broker, seeks to control the aforementioned risks by requiring customers
to maintain margin collateral in compliance with various regulatory and internal guidelines. The
Company s clearing broker monitors required margin levels daily and pursuant to such guidelines
requires the customer to deposit additional collateral, or reduce positions; when necessary. The
Company’s policy is to monitor its market exposure and counterparty risk. In addition, the Company has
apolicy of reviewing, as considered necessary, the credit standing of each-customer with which it
conducts business.

The Company is engaged in various trading and brokerage activities in which counterparties primarily
include broker-dealers, banks, and other financial institutions. In the event counterparties:do not fulfill
their obligations, the Company may be exposed to risk. The risk of default depends on the
creditworthiness of the counterparty or issuer of the instrument. It is the Company’s policy to review, as
necessary, the credit standing of each counterparty.

The Company purchases proptietary securities positions (“long positions”) in‘equity and fixed income
securities. The Company also enters into transactions to sell securities not yet purchased (“short
posntlons”), which are recorded as liabilities in the accompanying Statement of Financial Condition. The
Company:is exposed to market risk on these long positions and short positions as:a result of decreases in
market value of long positions and increases in market value of short positions. Short positions create a
liability to purchase the security in the market at prevailing prices. Such transactions result in off-
balanice sheet market risk as the Company’s ultimate obligation to satisfy the sale of securities sold, but
not yet purchased may exceed the amount recorded in the accompanying Statement of Financial
Condition. These securities positions are marked to market daily.

7. FAIR VALUE MEASUREMENTS

ASC 820, Fair Value Measurements and Disclosures, provides a framework for measuring fair value
under generally accepted accounting principles and defines fair value as the price that would be received
to sell an.asset or paid to transfer a liability in an orderly transaction between market participants at the
measurement date. ASC 820-10 also establishes a fair value hierarchy, which prioritizes the mputs to
valuation techniques used to measure fair value into three broad levels. The fair value hierarchy gives
the highest priority to quoted prices in active markets for identical assets or liabilities (Level 1) and the
lowest priority to unobservable inputs (Level 3). A financial instrument’s categorization within the fair

-7



ROSS, SINCLAIRE & ASSOCIATES, LLC

NOTES TO FINANCIAL STATEMENT
DECEMBER 31,2016
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value hierarchy is based upon the lowest level of input that is significant to the instrument’s fair value
measurement. The three levels within the fair value hierarchy are described as follows:

Level 1 — Quioted prices (unadjusted) in active markets for identical assets or liabilities that the
Company has the ability to access at the measurement date, Level 1 securities include exchange-traded
equities and mutual funds.

Level 2 — Inputs other than quoted prices included within Level 1 that are observable for the asset or
liability, either ditectly or indirectly. Level 2 inputs include: quoted prices for similar assets or liabilities
inputs other than quoted prices that are observable for the asset or liability; and inputs that are derived
principally from or corroborated by:observable market data by correlation or other means. Level 2
securities include corporate and municipal bonds and federal agency mortgage backed securities.

Level 3 — Unobservable inputs for the asset or liability for which there is little, if any, market activity at
the measurement date. Unobservable inputs reflect the Company’s own assumptions about what market
participants would use to price the asset or liability. The inputs.are-developed based on the best
information available in the circumstances, which might-include the Company’s own financial data such
as internally developed pricing modéls, discounted cash flow méthodologies, as well as instruments for
which the fair value determination requires significant management judgment.. The Company did not
hold Level 3 securities at December 31, 2016 or during the year then ended.

The assets and liabilities measured at fair value on a recurring basis as of December 31, 2016.are as
follows:

Levell Level 2 Level3 Total

‘Securities owned: o

Municipal bonds $ - $ 52014252 § - $.52014252

Corporate bonds . 1,362,332 - 1,362,332

Government bonds 818,041 - 818,041

Equities 21,838 - , - 21,838
“Totals $ 21838 § 54194625 § s % 54216463
‘GUARANTEES

ASC 460-10, Guarantees, requires the Company to disclose information about its obligations under
certain guarantee arrangements. ASC 460-10 defines guarantees as contracts and indemnification
agreements that contingently require a guarantor to make payments to the guaranteed party based on
changes in an underlying that is related to an asset, liability or equity security of a guaranteed party.
ASC 460-10 also defines guarantees as contracts that contingently require the guarantor to make
payments to the guaranteed party based on another entity’s failure to perform under an agreement as
well as- indirect guarantees of the indebtedness of others.
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NOTES TO FINANCIAL STATEMENT
DECEMBER 31, 2016

The Company guarantees all of the customer margin account balances held by its clearing broker. The
Company is responsible for payment to its: clearing broker for any loss, liability, damage, cost or
expense incurred as a result-of customers failing to comply with margin or margin maintenance calls on
all margin accounts. The margin account balance held by the clearing broker as of December 31, 2016
was $1,913,533. In the event of any custonier default, the Company has rights to the underlying
collateral provided. Given the existence of the underlying collateral provided as well as the negligible
historical credit losses, the Company does not maintain any loss reserve.

9. COMMITMENTS AND CONTINGENCIES

The Company leases certain equipment and office space under operating lease agreements, including
with related parties, which expire at various dates through the fiscal year ending 2020, with rent payable
in monthly installments

Minimum future payments required under the non-cancellable leases are as follows for the years ending
December 31st:

2017 $ 1,307,793
2018 765,555
2019 383,447
2020 58,548
2021 16,667

$ 2532010

The Company is subject to various litigation and regulatory matters. While it is impossible to ascertain
the ultimate resolution or range of financial liability with respect to these contingent matters,
management believes any resulting liability from these other actions would not have a material effect
upon the Company’s financial position.

On December 14, 2015, the Compiny entered into an agreement with a not-for-profit entity in
conjunction with a bond offering, which requites the Company to provide financial support to assist the
not-for-profit with this bond obligation. The Company agreed to make semi-annual payments of
$290,000, contingent upon the entity making semi-annual payments of $25,000 and a payment-of
$1,000,000 due before the bond expires.

The proceeds from the 2015 $3,920,000 bond offering were used to pay off the current bond holders
from a 2010 bond offering by the not-for-profit entity. Due to the limited marketability of the bonds, the
Company, as required by theirregulator, reduced the value of the bonds held in inventory to zero.

In the event that the not-for-profit entity does not make its required payment, the Company is not
obligated to.continue its payments. In addition, the Company has recourse against the not-for-profit
entity for any previous payments made. The 2016 payments were made on June 1st and December 1%,
The payments will continue semiannually until December 1, 2020. Since the Company cannot estimate
the range of loss related to this agreement and based on past experience and the current financial status
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10.

11.

12.

of the not-for-profit entity, there is uncertainty of the not-for-profit entity making its payments. As a
result, the Company has not recorded any liability as of December 31, 2016..

As of December-31, 2016 the Company has a net receivable of $289,744 from this not-for-profit entity
related to a previous bond offering where the:Company provided financial support. This entire
receivable will be forgiven if the not-for-profit makes all the required payments per the agreement
discussed above. The Company holds liens on property and equipment on-the not-for-profit entity to
secure this receivable.

EMPLOYEE BENEFIT PLAN

The Company offers a simple IRA retirement plan available to any employee that will be expected to
cam at least $5,000 in the coming plan year. Employees can. contribute up fo 17% each payroll period
on-a pre-tax basis, subject to Internal Revenue Service annual limitations. The Company match is
determined by managenient each year and it was 3% for year ended December 31, 2016. Funds are fully
vested at the time of contribution and the investments are under the control of the employee.

ACQUISITION

The Company on January 1,.2016 acquired Client First Financial Strategies in its entirety, a Registered
Investment Advisory firm located in Dayton, OH. This asset purchase complements the Company’s
effort to geographically expand their RIA presence: The acquisition was accomplished by an
employment agreement that is contingent upon future revenues and ends on the termination of
employment. In accordance with ASC 805, any arrangement under which payments are forfeited if
employment is terminated be considered compensation for post combination loan services. There isno
obligation recorded for future payments related to the acquisition, as the agreement is being treated as
compensation and will be reflected in the period it is derived,

SUBSEQUENT EVENTS

We have evaluated subsequent events through February-28, 2017, the date the financial statement was
available for issuance, to determine if either recognition or disclosure of sxgmficant events.or
transactions was requxred
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